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Tiivistelmä-Referat-Abstract
This thesis examines the circumstances under which inflation can be growth enhancing to the economy in the long run. I base it on the literature
from two economic models; a discussion paper by Palokangas (2000) and on an article by Chang, Hsieh and Lai (2000) respectively. Attempt has
been made to answer the principal question of this study as summarised in the following conclusions.
The model in chapter 2 assumes a developing economy in which there exists an informal private sector that distorts the ordinary taxation. We
considered an economy in which public services and public capital stock could be used as input in private production. Further, we assume this
public input to be rival and non-excludable. We show that growth maximisation is optimal public policy and that inflation and currency
depreciation can promote growth and welfare.
In this context, we show that inflation can be used to either ease the dead-weight loss in public finance or to finance public services and
investments in public capital stock that can improve the productivity of the economy in the long run. Meanwhile, considering the opposing
effects of inflation and the assumed conditions of this hypothetical developing economy, we concluded that inflation can be increased until an
optimal rate that maximises growth and welfare is reached.
In the second model, we examined the effects of wealth-enhanced social status on capital accumulation in an optimising monetary growth model
with liquidity constraint on consumption. We found that inflation positively affects the steady-state level of the capital stock and when the
production function takes the "AK" technological framework, an optimal inflation rate raises the long-run growth rate of the economy.
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